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SUBJECT: EINNISH EXCISE TAX ON SUGAR IN CANNED FRUIT 

REF: (A) GENEVA 11658, (B) STOCKHOLM 3303, (C) STATE 
219517, (D) HELSINKI 2846 

1 . JARL HAGELSTAM OE FINNISH MINISTRY OF FINANCE MET 
SEPTEMBER 11 WITH US MTN DEL (DRAZEK) TO DISCUSS POSSIBLE 
FINNISH ACTION TO ALLEVIATE US CONCERN OVER FINNISH EXCISE 
TAX SYSTEM ON ADDED SUGAR IN CANNED FRUIT. HAGELSTAM 
REQUESTED THAT MTN DEL COMMUNICATE TO WASHINGTON THAT 
FINNISH AUTHORITIES WILL BE SUBMITTING TO PARLIAMENT IN 
ABOUT 10 DAYS AN AMENDMENT TO THE CURRENT EXCISE TAX 
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SYSTEM ON ADDED SUGAR - AN AMENDMENT THE EINNS HOPE WILL 
SATISEY US NEEDS. US DEL TOOK NOTE OF FINNISH PROPOSALS, 
AGREED TO REPORT THE INEORMATION TO WASHINGTON, BUT STATED 
THAT US WOULD NOT BE IN A POSITION TO REACT TO THOSE 
SUGGESTIONS UNTIL THEY HAD BEEN STUDIED IN WASHINGTON. 

US DEL ALSO DREW ATTENTION TO US OPPOSITION IN PRINCIPLE 
TO THE EXCISE TAX EOR REASONS CONTAINED IN REF C. 
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2. HAGELSTAM MADE THE EOLLOWING POINTS: 

(A) THE SUGAR EXCISE TAX SYSTEM APPLIES TO MANY PRODUCTS 
CONTAINING ADDED SUGAR AND THEREFORE IT WOULD BE IM- 
POSSIBLE TO ELIMINATE THE SYSTEM ITSELE. 

(B) THE US APPLIED THE SAME LOGIC TO PROTECT DOMESTIC 
SUGAR INTERESTS IN 1971 WHEN IT EXTENDED SUGAR ACT QUOTAS 
TO CONEECTIONERY PRODUCTS (WHICH, AT THE TIME, DISTURBED 
EINNISH CANDY EXPORTERS). 

(C) THE SYSTEM CURRENTLY APPLYING TO CANNED FRUITS AND 
JUICES IN EINLAND ADMITTEDLY RESULTS IN EXCESSIVE TAXES 
ON US CANNED FRUIT. 

(D) AN AMENDMENT TO THE SYSTEM IS BEING PREPARED (TO BE 
SUBMITTED TO PARLIAMENT IN ABOUT 10 DAYS) WHICH WILL (I) 
REFUND THE DIEFERENCE BETWEEN THE "EXCESSIVE" TAX LEVEL 
AND A MORE APPROPRIATE LEVEL, AND (2) CHANGE THE SYSTEM 
APPLYING TO CANNED ERUIT AND JUICES STARTING JANUARY I, 

1979 SO THAT TAXES APPLIED ARE IN LINE WITH ACTUAL LEVELS 
OE ADDED SUGAR. 

(E) THE PROPOSED NEW SYSTEM WOULD OPERATE AS EOLLOWS: 
CANNED ERUIT OR JUICE WITH NO ADDED SUGAR WOULD BE EXEMPT, 
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AS NOW, EROM THE TAX; THOSE PRODUCTS WITH LESS THAN 25 
PERCENT TOTAL, REPEAT TOTAL, SUGAR (NET WEIGHT OE ENTIRE 
CONTENTS) WOULD ALSO BE EXEMPT PROM THE TAX; PRODUCTS WITH 
25 PERCENT OR MORE BUT LESS THAN 40 PERCENT TOTAL SUGAR 
WOULD BE TAXED ON THE BASIS OP 30 PERCENT OF THE DIFPER- 
ENCE BETWEEN THE WORLD PRICE AND DOMESTIC PRICE OF SUGAR; 
PRODUCTS CONTAINING 40 PERCENT OR MORE TOTAL SUGAR WOULD 
BE TAXED ON THE BASIS OF 50 PERCENT OP THE SAME DIPPERENCE. 

(P) EINNISH IMPORTERS HAVE TOLD THEIR AUTHORITIES THAT 
US CANNED ERUIT PRODUCTS IN HEAVY SYRUP CONTAIN 18-22 
PERCENT SUGAR NET WEIGHT, AND IN LIGHT SYRUP 14-18 PER- 
CENT. THUS, US PRODUCTS WOULD BE EXEMPT PROM THE EXCISE 
TAX STARTING IN JANUARY. 

(G) THE REFUND OF THE EXCESSIVE PORTION OF THE CURRENT 
TAX WOULD PRESUMABLY BE BASED ON THE NEW SYSTEM DESCRIBED 
IN SUBPARA 2(E) ABOVE ALTHOUGH HAGELSTAM WAS NOT SURE IP 
THAT MEANT US PRODUCTS WITH LESS THAN 25 PERCENT SUGAR 
WOULD BE GIVEN A FULL REFUND. HE AGREED TO CHECK ON THAT 
POINT. 
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(H) PASSAGE BY PARLIAMENT OF THE PROPOSED MODIFICATION 
IS CONSIDERED A FORMALITY SINCE HE SAID THERDEARE NO 
POLITICAL PROBLEMS INVOLVED. PASSAGE WOULD PROBABLY TAKE 
PLACE IN OCTOBER BUT CERTAINLY NO LATER THAN NOVEMBER 15. 

3. HAGELSTAM REITERATED SEVERAL TIMES POINT ABOUT US 
HAVING TAKEN SIMILAR ACTION ON CONFECTIONERY, STRESSING 
THAT FINLAND WAS LOOKING FOR A PRAGMATIC SOLUTION ACCEPT- 
ABLE TO US SO THAT MTN NEGOTIATIONS WOULD NOT BE lEOPAR- 
DIZED. AT THE SAME TIME, HOWEVER, HE EXPRESSED DOUBT THAT 
THE TAX SYSTEM ITSELE COULD BE ABOLISHED. 

4. ACTION REQUESTED: IN VIEW OF SHORT TIME BEFORE BILL 
WILL BE PRESENTED TO PARLIAMENT MTN DEL WOULD APPRECIATE 
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WASHINGTON REACTION ASAP. 

5. COMMENT: MTN DEL BELIEVES THAT, REGARDLESS OF OUR 
RESPONSE, THE LINK BETWEEN THIS ISSUE AND THE MTN SHOULD 
BE CLEARLY UNDERSTOOD BY THE FINNS TO BE ONLY IN TERMS OF 
THE NEGATIVE IMPLICATIONS FOR MTN OFFERS (INVOLVING NOT 
ONLY THE PRODUCTS IN QUESTION, BUT, BY EXTENSION, PRO- 
DUCTS IN WHICH FINLAND HAS MADE REQUESTS). THE PROPOSED 
ACTION BY FINLAND SHOULD IN NO WAY BE CONSIDERED A POSI- 
TIVE MTN OFFER. 

6. DRAFTED BY DRAZEK. MCDONALD 
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